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Audit  Number  02025 


The  Office  of  the  Controller  (controller)  presents  its  report  on  the  review  of  the  agreement 
between  the  Public  Utilities  Commission  (PUC)  of  the  City  and  County  of  San  Francisco 
and  the  San  Francisco  Water  Alliance  (alliance)  to  provide  program  management  and 
construction  management  services  that  support  the  PUC’s  water,  power,  and  sewer  capital 
improvement  program.  This  audit  is  the  fourth  in  a series  of  audits  that  the  controller  is 
conducting  on  fulfillment  of  the  agreement  between  the  PUC  and  the  alliance.  The  alliance 
was  effectively  dissolved  on  May  7,  2002,  when  the  PUC  allowed  one  of  the  alliance’s 
joint  venture  partners,  Bechtel  Infrastructure  Corporation  (Bechtel)  to  withdraw  from  the 
alliance  and  approved  the  assignment  of  the  agreement  to  a reconstituted  alliance  made  up 
of  the  remaining  joint  venture  partners  and  its  subconsultants. 

Although  the  PUC  found  that  the  alliance  continued  to  provide  satisfactory  work,  the 
report  concludes  that  both  the  alliance  and  the  PUC  needed  to  improve  their  administration 
of  the  agreement.  The  auditors  found  that  the  alliance  gave  salary  raises  to  some 
employees  that  exceed  the  maximum  allowed  in  the  agreement,  did  not  obtain  the  required 
prior  approval  for  some  other  direct  charges,  and  used  provisional  overhead  rates  rather 
than  the  required  actual  overhead  rates.  The  PUC  also  did  not  adequately  carry  out  its 
responsibilities  in  administering  the  agreement.  The  PUC  was  late  in  paying  the  alliance, 
and  improperly  made  payments  to  some  subconsultants  based  on  their  billing  rates  rather 
than  payments  based  on  direct  salaries  and  overhead  as  required  by  the  agreement.  Finally, 
the  PUC  still  needs  to  determine  the  final  amount  due  the  alliance  for  those  items  on 
invoices  it  has  not  yet  paid  and  for  the  performance  fee  for  the  period  April  15,  2002, 
through  June  30,  2002.  The  PUC  estimates  the  final  payment  of  invoices  will  occur  in  six 
to  eight  months. 

The  PUC’s  and  alliance’s  responses  are  attached  to  the  report.  The  Controller’s  Audits 
Division  will  be  working  with  the  PUC  to  follow  up  on  the  status  of  the  recommendations 
made  in  this  report. 


Respectfully  submitted. 
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SUMMARY 


Audit  Highlights... 

Our  audit  of  the  San 

Francisco  Water  Alliance 

revealed  the  following: 

0 The  PUC  concluded 
that  the  alliance  met 
requirements  in 
performing  its  work. 

0 The  alliance  did  not 
always  comply  with 
payment  provisions, 
and  the  PUC  was  slow 
in  paying  the  alliance. 

0 The  alliance  made 
some  errors  in  billing 
the  PUC. 

0 The  alliance  exceeded 
the  maximum  allowed 
in  giving  labor  rate 
raises  to  employees. 

0 The  PUC  paid 
improperly  four 
subconsultants  at 
fixed  rates,  instead  of 
direct  labor  rates. 

0 The  PUC  has  not 
approved  payments 
for  some  other  direct 
charges. 

0 The  PUC  paid  the 
performance  fee 
based  on  billed  rather 
than  paid  invoices. 

0 The  alliance  used 
incorrectly 
provisional  overhead 
rates  rather  than 
actual  overhead  rates. 

0 The  PUC  needs  to 
determine  the  final 
payment  due  to  or 
owed  from  the 
alliance. 


RESULTS  IN  BRIEF 

The  San  Francisco  Water  Alliance  (alliance)  did  not  always 
fulfill  the  compensation  provisions  of  its  professional 
services  agreement  with  the  Public  Utilities  Commission 
(PUC)  of  the  City  and  County  of  San  Francisco.  The  agreement 
directs  the  alliance  to  provide  program  management  and 
construction  management  services  that  support  the  PUC’s  water, 
power,  and  sewer  capital  improvement  program. 

The  PUC  staff  members,  who  manage  and  evaluate  the  projects 
that  the  alliance  performed,  concluded  that  the  alliance  met 
requirements  in  performing  its  work.  During  the  period  from 
December  2001  through  June  2002,  the  alliance  started  work  on  17 
task  orders.  As  of  June  30,  2002,  the  alliance  completed  three  task 
orders,  and  the  PUC  evaluated  the  work  performed  by  the  alliance 
through  April  14,  2002,  as  meeting  requirements  on  two  of  the 
tasks  and  partially  fulfilling  the  work  on  the  third  task  order.  For 
the  14  tasks  that  were  still  in  progress,  the  PUC  rated  the  alliance 
as  meeting  requirements  for  8 tasks,  and  partially  fulfilling 
requirements  for  the  remaining  6 tasks. 

We  reviewed  the  payroll  and  overhead  costs  included  in  a sample 
of  invoices  submitted  by  the  alliance  for  the  services  rendered  from 
December  2001  through  June  2002.  The  charges  on  these  invoices 
totaled  $4,309,295  and  the  charges  on  the  invoices  included  in  our 
sample  totaled  $2,388,095  (55  percent). 

Although  the  alliance  generally  complied  with  the  agreement  when 
submitting  its  invoices  and  supporting  documentation,  the  PUC 
was  slow  in  paying  the  alliance.  Furthermore,  the  alliance  and  its 
subconsultants  made  some  errors  in  billing  the  PUC.  The  alliance 
members  did  not  consistently  and  correctly  adjust  the  direct  labor 
payroll  rates  of  some  of  their  employees.  The  agreement  provides 
that  direct  labor  payroll  rates  can  be  adjusted  annually,  but  is  to  be 
limited  to  a maximum  of  the  previous  year’s  change  in  the 
Consumer  Price  Index  (CPI)  for  San  Francisco  Bay  Area  wages. 
For  the  period  under  review,  the  applicable  change  in  the  CPI  is  5 
percent.  Bechtel  Infrastructure  Corporation  (Bechtel)  complied 
with  the  agreement  and  limited  its  staffs  hourly  rate  increase  to  an 
average  of  4.9  percent.  Although  two  of  the  six  remaining 
members  of  the  alliance  that  gave  raises  to  its  staff  did  not  exceed 
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5 percent,  four  members  (two  joint  venture  partners  and  two 
subconsultants)  gave  increases  that  ranged  from  5.4  to  7.8  percent. 

When  reviewing  all  the  other  direct  charges  that  the  alliance 
requested  for  reimbursement,  we  found  that  the  alliance  submitted 
some  invoices  that  were  rejected  by  the  PUC  for  lack  of  pre- 
approval and  because  the  PUC  did  not  find  the  costs  to  be 
necessary.  As  a result,  the  PUC  withheld  payment  on  $5,749  in 
other  direct  charges  out  of  a total  of  $125,125. 

The  PUC  paid  improperly  four  subconsultants  at  fixed  rates  for  the 
services  they  provided  to  the  PUC.  The  agreement  between  the 
PUC  and  the  alliance  only  addresses  payment  of  actual  salaries 
multiplied  by  an  overhead  rate.  The  PUC  also  paid  another 
subconsultant  at  fixed  rates  for  an  independent  contractor  hired  by 
the  subconsultant;  in  addition,  the  subconsultant  inappropriately 
charged  an  overhead  rate  for  the  contractor.  According  to  the 
agreement,  the  overhead  multiplier  is  to  be  applied  to  direct 
salaries. 

The  PUC  was  also  not  consistent  in  calculating  the  performance 
fee  that  it  paid  to  the  alliance.  Although  the  PUC’s  program 
manager  for  the  agreement  stated  that  the  performance  fee  should 
be  based  on  the  total  amount  of  invoices  paid  to  the  alliance,  the 
PUC  paid  the  performance  fee  based  on  the  total  amount  of 
invoices  billed  by  the  alliance.  The  PUC  did  not  consider  whether 
it  would  have  disallowed  some  of  the  charges  on  the  invoices  and 
as  a result  would  have  paid  a lower  amount.  Further,  the  alliance 
included  as  part  of  its  performance  fee  calculation  a 
subconsultant’s  invoices  that  were  paid  on  a fixed  rate  basis.  While 
the  agreement  does  not  address  using  fixed  rate  payments  to  be 
included  in  calculating  the  performance  fee  due  to  the  alliance,  the 
alliance  not  only  received  the  performance  fee  but  also  did  not 
distribute  the  $7,336  performance  fee  to  the  subconsultant;  instead 
it  distributed  the  fee  to  two  of  its  thi'ee  joint  venture  partners. 

The  alliance  also  continued  to  use  incorrectly  the  provisional 
overhead  rates  initially  established  in  the  agreement;  however,  the 
agreement  requires  the  alliance  to  adjust  the  provisional  rates  to 
actual  overhead  rates  that  are  established  through  audits. 

Moreover,  the  PUC  did  not  require  the  alliance  to  change  its 
overhead  rates  but  instead  allowed  the  alliance  to  use  the 
provisional  rates. 

Finally,  the  PUC  still  needs  to  determine  the  final  amount  either 
owed  to  or  due  from  the  alliance.  The  PUC  estimates  the  final 
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closeout  of  the  agreement  will  occur  sometime  during  the  period 
January  2004  through  March  2004,  even  though  the  alliance 
stopped  work  under  this  agreement  in  June  2002.  According  to  the 
PUC,  it  has  to  wait  for  the  overhead  audits  of  the  prime  consultants 
and  some  of  the  subconsultants,  which  will  not  be  available  until 
early  2004,  before  it  can  determine  the  final  amount  due  to  or 
owed  from  the  alliance. 
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INTRODUCTION 


BACKGROUND 

The  Public  Utilities  Commission  (PUC)  of  the  City  and 

County  of  San  Francisco  (City)  had  a professional  services 
agreement  (agreement)  with  the  San  Francisco  Water 
Alliance  (alliance),  a joint  venture  of  Bechtel  Infrastructure 
Corporation  (BechtelX  The  Jefferson  Company  and  Sverdrup 
Civil,  Inc.  Under  the  agreement,  the  alliance  provides  program 
management  and  construction  management  services  that  supported 
the  PUC’s  water,  power,  and  sewer  capital  improvement  program. 
The  agreement  requires  the  alliance  to  provide  overall  direction 
and  guidance  to  the  program,  to  supply  project  and  construction 
management  services  to  individual  projects,  to  furnish  technical 
support  services  primarily  in  defining  engineering  needs, 
optimizing  the  selection  of  design  alternatives,  and  providing 
technical  expertise  to  manage  workload  peaks. 

Approved  by  the  Board  of  Supervisors  (board)  on  September  8, 
2000,  the  agreement  has  a four-year  term.  Unless  the  City’s  Office 
of  the  Controller  (controller)  certifies  first  the  availability  of  funds 
for  each  specific  task  identified  by  the  PUC,  the  alliance  caimot 
furnish  any  services  and  cannot  receive  payment  for  any  work.  In 
addition,  the  PUC  and  the  alliance  cannot  extend  the  term  of  the 
agreement  unless  the  City’s  Civil  Service  Commission  and  the 
board  approve  a modification.  The  board  is  to  approve  annually  the 
continuation  of  the  agreement  for  another  year,  and  the  controller 
is  to  certify  the  availability  of  funds  for  that  year.  If  the  board 
disapproves  a subsequent  annual  phase  of  the  agreement,  the 
agreement  ends  without  the  City  incurring  any  liability  to  the 
alliance. 

The  agreement  further  states  that  if  the  board  does  not  end  the 
agreement,  and  if  the  board’s  inaction  is  not  the  result  of  the 
PUC’s  untimely  submission  of  reports  to  the  board,  the  agreement 
shall  continue.  However,  if  the  City’s  board  does  not  appropriate 
funds  to  the  alliance  for  the  next  succeeding  fiscal  year,  or  if  it 
appropriates  funds  for  only  a portion  of  a fiscal  year,  the  agreement 
will  terminate  without  penalty,  liability,  or  expense  of  any  kind  to 
the  City  at  the  end  of  the  term  for  which  the  board  appropriated  the 
funds. 
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Although  the  board  did  not  terminate  the  agreement,  the  alliance 
was  effectively  dissolved  on  May  7,  2002,  after  the  PUC  allowed 
Bechtel  to  withdraw  from  the  alliance  and  approved  the 
assignment  of  the  agreement  to  the  reconstituted  alliance  made  up 
of  the  remaining  joint  venture  partners  of  Jacobs  Civil,  Inc.  and 
Primus  Infrastructure,  LLC,  formerly  known  as  Sverdrup  Civil  and 
the  Jefferson  Company,  respectively.  The  board  approved  the 
assignment  on  June  17,  2002,  and  the  alliance  changed  its  name  to 
Water  Infrastructure  Partners  on  September  5,  2002.  Because 
Bechtel  needed  time  to  complete  certain  tasks  and  to  allow  for  a 
transition  to  the  reconstituted  alliance,  it  continued  work  under  the 
agreement  until  June  28,  2002. 

The  PUC  is  to  pay  the  alliance  within  30  days  after  the  alliance 
presents  a satisfactory  invoice  for  work  it  performed  during  a 
specified  month.  The  total  amount  paid  under  the  agreement  is  not 
to  exceed  $45  million.  The  agreement  includes  a provision  for  the 
PUC  to  pay  the  alliance  a fee  in  addition  to  the  reimbursement  of 
direct  salaries  and  overhead.  The  provision  adds  fixed  and 
performance  elements  to  the  fee’s  calculation.  During  the  first  year 
of  the  agreement,  the  fee  is  fixed  at  8 percent.  Beginning  in  the 
second  year,  the  fixed  fee  drops  to  7 percent,  and  the  agreement 
adds  to  the  base  fee  a semiannual  performance  fee  between  0 and 
4.5  percent.  The  PUC  is  to  pay  this  semiaimual  fee  based  on  the 
alliance’s  performance  according  to  benchmarks  that  both  parties 
agree  upon  during  the  first  review  after  the  first  1 8 months  of  the 
agreement.  Furthermore,  the  PUC  is  not  to  make  any  payments 
until  the  alliance  provides  the  PUC  with  the  reports  or  services 
required  under  the  agreement. 

The  agreement  requires  the  PUC,  through  the  controller,  to 
conduct,  at  least  semiaruiually,  an  audit  that  evaluates  whether  the 
alliance’s  costs  and  performance  meet  the  agreement’s 
specifications.  This  report  is  the  fourth  in  a series  of  audits  that  the 
controller  conducted  on  the  fulfillment  of  the  PUC’s  and  the 
alliance’s  agreement. 


SCOPE  AND  METHODOLOGY 

The  purpose  of  this  audit  was  to  determine  whether  the  alliance 
complied  with  the  agreement,  particularly  those  applying  to  the 
provisions  of  performance  and  compensation.  Therefore,  we 
reviewed  the  terms  of  the  agreement  between  the  alliance  and  the 
PUC,  assessed  the  alliance’s  procedures  for  billing  the  PUC,  and 
evaluated  the  PUC’s  procedures  for  paying  the  alliance. 
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To  analyze  billings  and  payments  related  to  the  agreement,  we 
selected  a sample  of  invoices  submitted  by  the  alliance  for  services 
rendered  from  December  1,  2001,  through  June  30,  2002.  For  those 
invoices  we  examined,  we  determined  whether  the  requests  for 
payment  had  proper  support  and  did  not  exceed  budgeted  amounts. 
To  determine  whether  the  labor  rates  that  the  alliance  billed  to  the 
PUC  met  the  agreement’s  requirements,  we  assessed  a sample  of 
payroll  costs.  In  addition,  we  reviewed  the  increases  in  some  of  the 
alliance  employee’s  hourly  rates  to  determine  if  the  alliance 
limited  the  increases  to  the  maximum  change  in  the  Consumer 
Price  Index  (CPI)  for  the  San  Francisco  Bay  Area  wages  in  the 
previous  year,  as  required  by  the  agreement.  We  also  reviewed  all 
other  direct  charges  to  determine  whether  the  agreement  allowed 
those  charges.  Further,  we  reviewed  the  performance  fee  the 
alliance  billed  the  PUC  to  determine  if  the  performance  fee  was 
correctly  calculated.  Finally,  we  assessed  whether  the  alliance  and 
its  subconsultants  charged  the  correct  overhead  rates  as  established 
by  Bechtel’s  internal  audit  department. 

In  addition  to  examining  invoices,  we  also  reviewed  the  interim 
and  final  evaluations  prepared  by  the  PUC  for  the  task  orders  the 
alliance  began  in  the  second  year  of  the  agreement.  We  did  not 
evaluate  the  work  products  that  resulted  from  the  individual  task 
orders  because  we  do  not  possess  the  necessary  technical  expertise. 
Instead  we  relied  upon  the  expertise  of  the  PUC  staff  to  issue 
accurate  evaluations  of  the  alliance’s  performance. 
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AUDIT  RESULTS 


The  PUC  concluded 
that  the  alliance 
delivered  10  of  17 
tasks  as  agreed. 


THE  SAN  FRANCISCO  WATER  ALLIANCE 
PROVIDED  SATISFACTORY  SERVICES 

Since  our  audit  report  dated  April  8,  2002,  when  we  last 
reviewed  the  San  Francisco  Water  Alliance  (alliance),  the 
Public  Utilities  Commission  (PUC)  has  continued  to  find 
that  the  alliance  performed  satisfactory  work.  During  the  second 
year  of  the  agreement,  the  alliance  started  work  on  17  tasks.  The 
PUC  evaluated  the  work  performed  by  the  alliance  through  April 
14,  2002,  and  the  PUC  concluded  that  the  alliance  delivered  work 
for  10  of  the  17  tasks  as  agreed.  The  PUC  has  yet  to  issue 
evaluations  for  the  work  performed  fi*om  April  15,  2002,  through 
June  30,  2002.  For  those  evaluations  that  were  completed,  the  PUC 
listed  weighted  criteria  that  it  multiplied  by  a number  score  tied  to 
the  following  definitions:  delivered  as  agreed  (3  points);  partial 
fulfillment  (2  points);  and  not  delivered  as  agreed  (1  point).  The 
alliance  completed  three  task  orders;  the  PUC  scored  one  task 
order  with  an  average  rating  of  1 .9,  or  partially  fulfilled,  and  the 
remaining  two  task  orders  with  an  average  rating  of  3.0,  or 
delivered  as  agreed.  The  task  with  the  lowest  average  rating  of  1.9 
was  for  a security  review.  According  to  the  PUC  project  manager 
for  the  task,  the  low  rating  was  due  mainly  to  the  alliance  being 
very  late  in  delivering  the  required  report  and  because  the  alliance 
had  to  rewrite  the  report  several  times  before  it  was  considered 
acceptable  by  the  PUC.  Nonetheless,  according  to  the  project 
manager,  the  alliance  finally  delivered  a reasonable  product. 

For  the  14  task  orders  that  had  not  been  completed  as  of  April  14, 
2002,  the  PUC  gave  interim  evaluations  and  rated  the  alliance  with 
average  ratings  of  3.0  for  8 tasks,  or  being  delivered  as  agreed.  For 
the  remaining  six  task  orders,  the  PUC  rated  the  alliance  with 
average  ratings  of  2.0  to  2.9,  or  partially  fulfilled.  The  evaluations 
for  the  specific  tasks  appear  in  Appendix  A. 

In  our  prior  audits,  we  reported  on  the  PUC’s  assessment  of  the 
alliance’s  work  begun  in  the  first  year  of  the  agreement.  In  the  first 
year  the  alliance  conducted  the  work,  the  PUC  found  that  the 
alliance  completed  almost  all  of  the  tasks  satisfactorily,  rating  19 
of  the  40  task  orders  as  either  excellent  or  exceeds  requirements. 
The  PUC  used  five  qualitative  assessments  in  the  first  year  of  the 
agreement,  ranging  from  poor  to  excellent,  but  changed  its  system 
to  the  3 -point  system  we  described  above  beginning  in  the  second 
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year  of  the  agreement.  In  the  second  year,  the  PUC  found  that  the 
alliance  delivered  almost  all  of  the  tasks  as  agreed.  Appendix  B 
presents  a summary  of  the  evaluations  for  the  work  initiated  in  the 
first  year  of  the  agreement,  which  we  reviewed  in  our  prior  audits. 
We  updated  some  of  the  data  in  Appendix  B to  reflect  final 
evaluations  and  payments  made  by  the  PUC  subsequent  to  our  last 
audit. 


THE  ALLIANCE  DID  NOT  ALWAYS  COMPLY 
WITH  THE  AGREEMENT’S  COMPENSATION 
PROVISIONS 

The  San  Francisco  Water  Alliance  complied  with  many  aspects  of 
the  compensation  provisions  in  its  agreement  with  the  Public 
Utilities  Commission  (PUC).  However,  the  PUC  was  often  slow  in 
paying  the  alliance,  even  though  the  alliance  generally  followed 
the  requirement  for  submitting  its  invoices  with  supporting  records 
and  documents.  Our  audit  also  revealed  that  the  alliance  and  its 
subconsultants  billed  the  PUC  incorrectly  for  some  payroll  costs 
when  the  alliance  used  incorrect  payroll  rates  for  a few  staff  In 
addition,  we  found  that  the  PUC  improperly  paid  four 
subconsultants  at  fixed  rates,  which  included  overhead  and 
management  fee  costs.  However,  the  agreement  between  the  PUC 
and  the  partners  only  addresses  payment  of  actual  salaries 
multiplied  by  an  overhead  rate. 

The  alliance  also  billed  overhead  for  an  independent  contractor 
hired  by  a subconsultant.  The  subconsultant  paid  the  independent 
contractor  on  a fixed  fee  basis.  However,  the  agreement  only 
provides  for  overhead  being  applied  to  direct  salaries.  Furthermore, 
the  alliance  did  not  always  obtain  prior  approval  for  incurring  other 
direct  charges  and  the  PUC  did  not  approve  payments  until  it 
received  supporting  documentation  for  some  other  direct  charges 
that  the  alliance  incurred.  In  addition,  the  PUC  paid  the  alliance  a 
performance  fee  that  was  based  on  billed  invoices  rather  than  paid 
invoices.  It  also  incorrectly  paid  the  alliance  a performance  fee  of 
$7,336  calculated  on  the  invoices  of  a subconsultant  that  was  paid 
on  a fixed  rate  basis.  Finally,  the  alliance  used  provisional 
overhead  rates,  rather  than  the  recommended  overhead  rates  for  its 
joint  venture  partners  and  subconsultants. 


10 


The  Alliance  Followed  Requirements  for 
Submitting  Bills 


As  of  February  2003,  the  alliance  submitted  invoices  totaling 
$4,309,295  for  services  rendered  from  December  2001  through 
June  2002.  Table  1 shows  the  total  amount  of  invoices  submitted 
by  the  various  joint  venture  partners  and  subconsultants  that  made 
up  the  alliance.  We  reviewed  $2,388,095  (55  percent)  of  the 
invoices  and  found  that  the  alliance  usually  complied  with 
agreement  requirements  for  submitting  and  supporting  its 
expenses.  We  found  that  the  alliance  submitted  supporting 
documents,  such  as  time  sheets  and  suppliers’  invoices. 


Table  1 


San  Francisco  Water  Alliance 
Joint  Venture  Partner  and  Subconsultants 
Billing  for  the  Period  From  December  2001  Through  June  30,  2002 


Consultant 

Total  Invoices  Billed 

Bechtel  Infrastructure  Corporation 

$1,806,056 

The  Jefferson  Company 

994,299 

Sverdrup  Civil,  Inc. 

143,450 

Cooper  Pugeda  Management,  Inc. 

213,931 

Olivia  Chen  Consultants 

476,500 

Raines,  Melton  & Carella 

72,753 

Carollo  Engineers 

40,798 

Icenogle  Construction  Management 

92,480 

Orion  Environmental  Associates 

104,637 

Aspeon 

20,683 

Forell/Elsesser  Engineers,  Inc. 

980 

Reputation,  LLC 

259,432 

Greg  Roja  and  Associates 

63,236 

On  the  Move  Staffing  Services 

20,060 

Total 

$4,309,295 

As  shown  in  Table  2,  as  of  February  2003,  the  PUC  paid  the 
alliance  $4,283,774  of  the  total,  and  the  PUC  has  not  paid  invoices 
The  PUC  paid  the  totaling  $25,521  because  the  PUC  disallowed  some  of  those 

alliance  $4,283,774  in  invoices,  and  is  awaiting  further  documentation  for  others.  Further, 

approved  invoices.  the  PUC  still  needs  to  require  the  alliance  to  provide  the  PUC  with 

a complete  and  final  invoice,  for  all  amounts  due  to  or  owed  from 

the  alliance. 
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Table  2 


San  Francisco  Water  Alliance 
Invoices  Submitted  and  Paid  by  the  PUC 
As  of  February  2003 


Month  During 
2001/2002 

Number  of 
Invoices 

Total  Amount  on 
Invoices 

Amount 

Paid 

Amount 
Not  Paid 

December  2001 

23 

$561,836 

$561,736 

$ 100 

January  2002 

29 

557,335 

557,335 

0 

February  2002 

18 

668,060 

668,060 

0 

March  2002 

19 

790,214 

790,214 

0 

April  2002 

28 

813,325 

807,717 

5,608 

May  2002 

26 

512,474 

512,474 

0 

June  2002 

19 

406,051 

386,238 

19,813 

Total 

162 

$4,309,295 

$4,283,774 

$25,521 

The  PUC  paid  all  of  the 
alliance’s  invoices 
late. 


The  PUC  Was  Slow  in  Paying  the  Alliance 

The  PUC  did  not  pay  any  of  the  162  invoices  the  alliance 
submitted  to  the  PUC  for  payment  within  30  days  after  receiving 
them.  According  to  the  agreement,  the  PUC  should  pay  the  alliance 
within  30  days  after  the  PUC  has  received  a satisfactory  invoice. 
However,  while  we  found  that  the  PUC  paid  37  invoices  (23 
percent)  only  2 to  4 days  late,  it  took  the  PUC  from  40  to  64  days 
to  pay  1 16  invoices  (72  percent),  and  took  more  than  64  days  to 
pay  or  apply  the  remaining  9 invoices  and  credit  memos  (5 
percent),  which  does  not  include  the  portion  of  invoices  that  were 
short  paid.  According  to  the  PUC’s  program  manager,  the  PUC  did 
not  pay  all  the  expenses  listed  on  the  invoices  within  the  required 
30  days  because  some  of  the  expenses  required  further  explanation 
and  documentation  by  the  alliance,  which  delayed  payment. 
According  to  the  program  manager,  the  time  required  to  perform 
the  proper  review  takes  longer  than  30  days  to  accomplish. 


Some  of  the  Alliance  Members  Incorrectly 
Adjusted  Their  Labor  Rates 

Although  Bechtel  correctly  adjusted  the  labor  rates  for  its 
employees’  annual  salary  adjustments,  some  of  the  alliance’s  other 
partners  and  subconsultants  that  gave  raises  to  staff  made  errors  in 
adjusting  their  labor  rates.  The  agreement  provides  that  direct  labor 
payroll  rates  can  be  adjusted  annually.  The  amount  of  the 
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adjustment  is  limited  to  the  maximum  change  of  the  previous 
year’s  Consumer  Price  Index  (CPI)  for  San  Francisco  Bay  Area 
wages.  The  CPI  adjustment  applicable  for  San  Francisco  Bay  area 
wages  for  the  period  from  August  2000  through  August  2001  is 
five  percent.  However,  we  found  that  two  of  the  alliance  partners 
and  two  subconsultants  increased  their  labor  rates  by  5.4  percent  to 
7.8  percent.  Table  3 shows  the  percent  increase  in  payroll  rates 
given  by  the  alliance  and  some  of  the  subconsultants. 


Table  3 


San  Francisco  Water  Alliance 
Average  Percentage  Increase  in  Direct  Labor  Rates 
As  of  June  30,  2002 


Alliance/Subconsultants 

Number  of  Staff 

Percentage  Increase 

Bechtel  Infrastructure  Corporation 

35 

4.9 

The  Jefferson  Company 

1 

5.4 

Sverdrup  Civil,  Inc. 

2 

6.0 

Raines,  Melton  and  Carella 

2 

5.0 

Olivia  Chen  Consultants 

9 

7.8 

Cooper  Pugeda  Management  Inc. 

2 

3.5 

Orion  Environmental  Associates 

1 

7.6 

According  to  the  PUC  program  manager,  the  PUC  staff  approved 
invoices  that  contained  labor  rates  that  increased  by  more  than  5 
percent  because  they  relied  on  the  alliance  to  track  whether  the 
subconsultants  were  exceeding  the  maximum  change  in  the  CPI. 
The  program  manager  stated  that  because  the  joint  venture  partners 
receive  a 3 percent  administrative  fee,  it  should  be  their 
responsibility  to  ensure  the  proper  billing  by  the  subconsultants. 


The  PUC  Improperly  Paid  Some  Subconsultants 
at  Rates  Not  Specifically  Allowed  by  the 
Agreement 

The  PUC  paid  four  subconsultants  at  fixed  rates  for  the  services 
they  provided  to  the  PUC.  However,  the  agreement  between  the 
PUC  and  the  alliance  only  addresses  payment  of  actual  salaries 
multiplied  by  an  overhead  rate.  While  the  PUC  failed  to  identify 
these  improper  payments,  the  alliance  also  did  not  follow  the 
agreement  when  it  entered  subcontracts  with  the  subconsultants  on 
a fixed  rate  basis. 
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Three  of  the  four  subconsultants  were  paid  a total  of  $41,723 
during  December  2001  through  June  2002,  and  all  three  had  signed 
a subcontract  with  the  alliance  to  allow  the  subconsultants  to  be 
paid  at  fixed  rates.  The  fourth  subconsultant,  the  highest  paid  of 
the  four,  billed  $259,432  for  communication  and  outreach  work 
performed  from  February  2002  through  June  2002.  This 
subconsultant’s  subcontract  appears  to  base  reimbursement  for 
services  upon  actual  salaries  because  several  sections  of  the 
subconsultant’s  subcontract  refers  to  actual  salaries  of  the 
subconsultant  and  its  staff.  However,  the  subcontract  also  contains 
a paragraph  indicating  that  fixed  rates  would  be  paid  to  the 
subconsultant.  The  alliance  capped  the  fixed  rates  paid  to  the 
subconsultant’s  staff  at  the  agreement’s  maximum  billing  rate  of 
$147  because  most  of  the  subconsultant’s  staff  had  published  fixed 
billing  rates  that  exceeded  the  maximum  billing  rate.  Nevertheless, 
the  agreement  between  the  PUC  and  the  alliance  only  addresses 
payment  of  actual  salaries  multiplied  by  an  overhead  rate. 

In  another  case,  a fifth  subconsultant  charged  for  the  services  of  an 
independent  contractor  it  hired  to  assist  it  in  providing  services  to 
the  PUC.  In  this  instance,  the  subconsultant  charged  for  the 
contractor’s  services  at  a fixed  rate  and  then  inappropriately 
charged  an  overhead  rate  for  the  contractor.  According  to  the 
agreement,  the  overhead  multiplier  is  to  be  applied  to  direct 
salaries. 

If  the  PUC  and  the  alliance  had  been  adequately  monitoring  the 
fifth  subconsultant,  and  requested  payroll  information  from  the 
subconsultant,  it  would  have  seen  that  the  subconsultant  was  not 
paying  a direct  salary  to  the  independent  contractor  and  thus  the 
subconsultant  should  not  have  included  an  overhead  charge  for  the 
independent  contractor. 

According  to  the  PUC’s  manager  of  capital  program  resources 
(contracts  manager),  she  expected  that  the  PUC  required  all  the 
subconsultants  to  fiimish  payroll  registers  to  ensure  that  the  PUC 
did  not  overpay  for  services.  According  to  the  PUC  staff  who 
reviewed  the  invoices,  they  did  request  payroll  registers  for  the 
subconsultants’  staff.  However,  the  alliance  did  not  provide  them 
with  the  registers.  Because  the  PUC  staff  did  not  want  to  further 
delay  payment  of  the  invoices,  they  paid  the  invoices  as  submitted. 

While  a fixed  rate  contract  may  be  easier  to  administer,  because  it 
would  not  require  payroll  registers  or  overhead  audits  that  need  to 
be  tracked  and  verified,  the  agreement  does  not  specifically  allow 
for  consultants  to  be  paid  on  a fixed  rate  basis.  Furthermore, 
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without  knowing  the  hourly  rates  paid  by  the  subconsultant  to  its 
staff  or  the  subconsultant’s  overhead  multiplier  rate,  the  alliance 
cannot  assure  the  PUC  that  this  type  of  arrangement  is  more  cost 
effective  than  paying  direct  salaries,  overhead,  and  additional  base 
and  performance  fees. 

The  PUC  needs  to  determine  whether  it  will  allow  some 
subconsultants  to  be  paid  at  fixed  rates  and  if  so,  it  should  amend 
the  agreement  to  reflect  this  new  practice.  It  should  also  develop 
written  criteria  to  determine  the  circumstances  whereby  a 
subconsultant  could  be  paid  in  this  manner. 


The  alliance  did  not 
obtain  approval  for 
incurring  some  other 
direct  charges. 


The  PUC  paid  the 
performance  fee  based 
on  amounts  billed  by  the 
alliance  rather  than  on 
amounts  paid  to  the 
alliance. 


The  Alliance  Did  Not  Properly  Support 
Some  Other  Direct  Charges 

During  our  review  of  the  other  direct  charges,  we  found  that  the 
alliance  did  not  obtain  approval  from  the  PUC  prior  to  incurring 
some  of  the  charges.  The  agreement  requires  the  alliance  to  obtain 
the  PUC’s  approval  before  the  alliance  can  make  purchases  that  are 
in  the  agreement’s  category  of  other  direct  charges.  For  the  period 
from  December  2001  through  June  2002,  we  reviewed  $125,125  in 
other  direct  charges.  Out  of  this  total,  the  PUC  did  not  pay  $5,749 
because  the  alliance  had  not  obtained  pre-approvals  before 
incurring  the  charges,  and  because  the  PUC  did  not  believe  the 
charges  were  necessary.  In  addition,  the  PUC  delayed  payment  of 
$8,455  while  it  waited  for  the  alliance  to  provide  additional 
support  for  the  invoices.  The  alliance  provided  the  PUC  with  the 
additional  information  and  the  PUC  paid  the  alliance  in  February 
2003. 

In  making  the  payments,  however,  we  found  that  the  PUC  paid  the 
alliance  $967  for  some  other  direct  charges  that  should  not  have 
been  allowed  according  to  the  terms  of  the  agreement.  The  PUC 
should  deduct  that  amount  from  the  next  reimbursement  it  pays  to 
the  alliance. 


The  PUC  Has  Not  Monitored  Closely  the 
Performance  Fees  Paid  to  the  Alliance 

Beginning  in  the  second  year  of  the  agreement,  the  PUC  and  the 
alliance  agreed  that  the  alliance  would  be  paid  a performance  fee 
based  on  the  alliance  achieving  pre-determined  performance 
milestones.  For  the  period  we  reviewed,  December  2001  through 
June  2002,  the  alliance  was  in  the  second  year  of  its  agreement. 
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and  was  therefore  eligible  to  receive  a performance  fee  up  to  4.5 
percent. 

We  found  that  the  PUC  paid  the  alliance  based  on  the  total 
invoices  the  alliance  billed  in  the  second  year  of  the  agreement  for 
the  work  performed  from  September  22,  2001,  through  April  14, 
2002,  rather  than  on  the  amount  the  PUC  paid.  The  PUC’s  records 
show  that  the  total  invoices  billed  by  the  alliance  and  eligible  for 
the  performance  fee  is  $3,041,067,  and  the  PUC  paid  the  alliance 
4.28  percent  of  the  total,  or  $130,1 13.  In  making  the  payment 
based  on  billed  invoices,  the  PUC  did  not  consider  whether  it 
would  have  disallowed  some  of  the  charges  on  the  invoices  and  as 
a result  would  have  paid  a lower  amount.  We  believe  that  the  PUC 
should  have  paid  the  performance  fee  based  on  paid  invoices, 
rather  than  billed  invoices. 

Moreover,  we  noted  the  alliance  included  as  part  of  its 
performance  fee  calculation  a subconsultant’s  invoices  that  were 
paid  on  a fixed  rate  basis.  According  to  one  section  of  the 
subconsultant’s  contract  with  the  alliance,  the  fixed  rate  constitutes 
full  payment  for  all  services.  Furthermore,  the  alliance  did  not 
distribute  the  $7,336  performance  fee  to  the  subconsultant,  but 
instead  distributed  the  fee  to  two  of  its  three  joint  venture  partners. 
The  PUC  and  the  alliance  need  to  clarify  whether  fixed  rate 
agreements  will  be  allowed  and  if  so,  whether  the  subconsultants 
that  are  paid  fixed  rates,  which  already  include  a profit  factor, 
would  be  entitled  to  a performance  fee,  or  whether  the  alliance 
would  be  entitled  to  performance  fees  for  the  work  performed  by 
the  fixed  rate  subconsultants.  Finally,  the  performance  fee  for  the 
period  April  15,  2002,  through  June  30,  2002,  has  not  been 
invoiced  because  both  the  alliance  and  the  PUC  first  need  to  agree 
as  to  how  the  performance  fee  will  be  calculated.  Because 
evaluations  were  not  prepared  by  the  PUC  for  the  alliance’s  final 
2.5  months  of  work,  the  alliance  used  the  evaluation  scores  given 
to  the  alliance  for  the  work  it  performed  through  April  14,  2002,  to 
prepare  a preliminary  performance  fee  calculation  in  the  amount  of 
$28,991.  However,  we  noted  that  $3,573  of  the  performance  fee 
was  based  on  the  invoice  amounts  of  the  subconsultant  being  paid 
on  a fixed  fee  basis. 
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The  Alliance  Members  Did  Not  Adjust  Their 
Overhead  Rates  to  Recommended  Rates 


When  we  assessed  the  overhead  rates  used  by  the  alliance  for  the 
period  under  review,  we  found  that  the  alliance  and  its 
subconsultants  did  not  change  their  overhead  rates  from  those  used 
in  the  prior  period  we  reviewed.  In  our  third  audit  report,  which  we 
issued  on  April  8,  2002,  we  noted  that  Bechtel  Infrastructure 
Corporation  had  not  conducted  the  required  audit  of  the  overhead 
of  members  of  the  alliance,  but  it  had  performed  an  adequate 
review  of  the  overhead  rates  of  eight  alliance  members  (one  joint 
venture  partner  and  seven  subconsultants). 


Some  subconsultants’ 
overhead  charges  need 
to  be  recalculated. 


For  the  first  year  of  the  agreement,  Bechtel  recommended  changes 
from  the  provisional  overhead  rates  charged  by  the  alliance 
members.  For  home  office  overhead  rates,  Bechtel  recommended 
lower  rates  for  four  members  and  higher  overhead  rates  for  three 
members,  and  no  change  for  the  remaining  member.  For  field 
office  overhead  rates,  Bechtel  only  recommended  a lower 
overhead  rate  for  one  of  the  members.  Because  some  members  did 
not  charge  home  office  overhead  rates,  there  were  actually  only 
four  subconsultants  whose  overhead  charges  would  need  to  be 
recalculated  for  the  first  year.  Table  4 shows  the  comparisons 
between  the  actual  overhead  rates  charged  and  the  recommended 
rates  for  the  four  subconsultants. 


Table  4 


San  Francisco  Water  Alliance 
Charged  and  Recommended  Overhead  Rates 
For  Year  One  of  the  Agreement 

Source:  Review  Performed  by  Bechtel  Infrastructure  Corporation,  August  30,  2001 


Subconsultants  Home  Office  Rates  Field  Office  Rates 

Charged  Recommended  Charged  Recommended 


Olivia  Chen  Consultants 

1.63 

1.43 

1.13 

1.07 

Raines,  Melton  and  Carella 

1.69 

1.13 

1.13 

1.13 

Cooper  Pugeda  Management 

1.16 

1.22 

1.13 

1.13 

Orion  Environmental  Associates 

1.38 

1.27 

1.13 

1.13 

The  agreement  requires  the  alliance  to  use  the  actual  overhead 
rates  established  by  audits,  and  adjust  the  payments  that  were  made 
based  on  the  provisional  rates.  However,  during  the  second  year  of 
the  agreement,  the  alliance  continued  to  use  the  provisional  rates 
initially  established  in  the  agreement  for  the  first  year  of  the 
agreement,  rather  than  the  actual  overhead  rates  recommended  as  a 
result  of  Bechtel’s  review.  Furthermore,  the  alliance  did  not  submit 
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the  results  of  overhead  audits  for  two  of  the  joint  venture’s  prime 
consultants. 

The  alliance  not  only  used  incorrectly  the  provisional  overhead 
rates,  but  the  PUC  allowed  this  to  occur.  According  to  the  PUC’s 
program  manager,  the  PUC  did  not  require  the  alliance  to  use 
actual  overhead  rates  because  the  PUC  had  not  received  the 
overhead  audits  from  two  of  the  joint  venture’s  prime  consultants 
and  therefore  he  could  not  determine  the  new  rates.  Also,  he  stated 
the  budget  analyst  did  not  accept  Bechtel’s  review.  Nonetheless, 
the  agreement  requires  that  the  actual  overhead  rates  established 
through  audits  be  used,  and  previous  payments  made  to  the 
alliance  that  were  based  on  the  provisional  overhead  rates  need  to 
be  adjusted  to  reflect  the  amount  that  should  have  been  paid 
according  to  the  actual  overhead  rates. 

The  adjustment  to  the  invoices  could  be  significant  depending  on 
the  results  of  the  audits  of  two  of  the  three  joint  venture  partners. 
Even  a relatively  small  change  in  the  overhead  rate  can  have  a 
large  impact.  For  example,  in  the  first  year  of  the  agreement,  one 
of  the  subconsultant’s  home  office  rates  decreased  from  1.63  to 
1 .43.  The  effect  of  that  change  on  $100,000  of  direct  labor  charges 
is  the  reduction  of  overhead  by  20  percent,  or  $20,000.  Conversely, 
if  the  audited  rates  of  two  of  the  joint  venture  partners  are  higher 
than  the  provisional  rates  used,  the  PUC  may  owe  more  than  it 
initially  paid  to  the  alliance.  The  PUC  must  obtain  the  audited  rates 
and  then  recalculate  the  invoices  to  determine  the  amount  due  to  it, 
or  the  amount  it  must  pay.  Furthermore,  the  PUC  has  not  obtained 
overhead  audits  for  the  alliance’s  second  year  of  operations  under 
the  agreement.  Without  these  audits,  it  cannot  determine  if  any 
adjustments  need  to  be  made  to  the  second  year  overhead 
payments  to  the  alliance  and  its  subconsultants.  Since  the  alliance 
was  effectively  dissolved  in  the  second  year  of  the  agreement,  it  is 
important  that  the  PUC  obtain  overhead  audit  results  before  it 
makes  final  payments  to  the  alliance. 

Finally,  the  PUC  still  needs  to  determine  the  final  amount  either 
owed  to  or  due  from  the  alliance.  The  PUC  estimates  the  final 
closeout  of  the  agreement  will  occur  sometime  during  the  period 
January  2004  through  March  2004,  even  though  the  alliance 
stopped  work  under  this  agreement  in  June  2002.  According  to  the 
PUC,  it  has  to  wait  for  the  overhead  audits  of  the  prime  consultants 
and  some  of  the  subconsultants,  which  will  not  be  available  until 
early  2004,  before  it  can  determine  the  final  amount  due  to  or 
owed  from  the  alliance. 
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RECOMMENDATIONS 


To  ensure  that  the  San  Francisco  Water  Alliance  fulfilled  the 
compensation  provisions  of  its  agreement  with  the  Public  Utilities 
Commission,  the  PUC  should  take  the  following  actions; 

• Review  the  billing  rates  for  the  invoices  we  did  not 
examine  so  that  it  can  identify  any  other  payroll  errors 
made  by  the  alliance  or  its  subconsultants.  To  do  so,  the 
PUC  needs  to  verify  that  the  hourly  rates  listed  on  the 
invoices  are  identical  to  the  hourly  rates  that  employees 
actually  receive  and  to  confirm  that  the  rates  do  not  exceed 
the  amounts  allowed  by  the  agreement.  The  PUC  should 
adjust  its  final  payment  to  the  alliance  to  correct  any 
payment  errors. 

• Review  invoices  to  determine  the  amounts  the  PUC 
overpaid  as  a result  of  some  subconsultant  staff  being 
awarded  salary  raises  that  exceeded  the  allowable  change  in 
the  Consumer  Price  Index  for  San  Francisco  Bay  Area 
wages  as  required  by  the  agreement.  It  should  recover  any 
amounts  overpaid  to  the  alliance  and  its  subconsultants. 

• Determine  whether  it  will  allow  some  subconsultants  to  be 
paid  at  fixed  rates  and  if  so,  it  should  amend  the  agreement 
to  reflect  this  new  practice.  It  should  also  develop  written 
criteria  to  determine  the  circumstances  whereby  a 
subconsultant  could  be  paid  in  this  manner. 

• Recover  the  amount  it  paid  in  overhead  that  one  of  the 
subconsultants  inappropriately  applied  to  the  fee  the 
subconsultant  paid  to  an  independent  contractor. 

• Determine  the  method  by  which  the  alliance’s  final 
performance  fee  will  be  calculated  and  ensure  that  the 
alliance  includes  the  correct  calculation  in  its  final  invoice. 

• Recover  the  performance  fee  paid  to  the  alliance  for  the 
work  performed  by  the  fixed  rate  subconsultant. 

• Obtain  overhead  audits  for  two  of  the  prime  consultants 
and  for  any  subconsultants  not  previously  reviewed  by 
Bechtel.  Once  the  PUC  has  all  the  actual  overhead  rates,  it 
should  adjust  all  overhead  payments  made  to  the  alliance  in 
the  first  year  of  the  agreement. 
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• Obtain  overhead  audits  for  the  three  prime  consultants  and 
subconsultants  for  the  second  year  of  the  agreement.  Once 
the  PUC  has  all  the  actual  overhead  rates,  it  should  adjust 
all  overhead  payments  made  to  the  alliance  in  the  second 
year  of  the  agreement. 

• Require  the  alliance  to  provide  the  PUC  with  a complete 
and  final  invoice  for  the  alliance’s  charges,  including  a 
detailed  reconciliation  showing  previous  amounts  invoiced 
and  final  amounts  billed.  The  PUC  should  carefully  review 
the  invoice  and  reconciliation  to  ensure  the  calculations  are 
correct  before  making  its  final  payment  to  the  alliance. 


We  conducted  this  review  according  to  the  standards  established 
by  the  Institute  of  Internal  Auditors.  We  limited  our  review  to 
those  areas  specified  in  the  audit  scope  section  of  this  report. 


Staff:  Carmen  LeFranc,  Audit  Manager 
Katherine  Buckley 
Loretta  Chung 
Ann  Foley 
Leon  Valle,  Jr. 
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APPENDIX  A 


The  PUC’s  Evaluations  of  the  San  Francisco  Water  Alliance 
Completed  and  Interim  Task  Orders  41  - 52  for  Year  Two  of  the  Agreement 
As  of  June  30,  2002 


Evaluation  Scores 


Task 

Order 

Descriotion 

Possible 

Score 

Total 

Score 

Achieved 

Invoiced 
Costs  as  of 
June  30,  2002 

Budoeted 
Cost  as  of 
June  28,  2002 

41 

Proiect  Manaaement  Office  Services 

41-2A  Initial  Funding  (Sept  - Oct  2001) 

9 

9.0 

41-2B  Project  Management  Contractor  Oversight  and  Contract  Management 

9 

7.5 

41-2C  Update  of  Long  Range  Capital  Improvement  Program 

12 

12.0 

41 -2D  Development  of  Key  Long  Range  Capital  Improvement  Plan  Procedures 

6 

6.0 

41-2E  Formulation  of  the  Capital  Improvement  Program  Organization 

6 

4.0 

41-2F 

Communications  & Public  Affairs 

15 

15.0 

41-2G  Staff  Development  and  Training 

12 

12.0 

Total  for  Program  Management  - Task  Order  41 

69 

65.5 

2,921,462 

3,000,000 

42-2 

San  Francisco  PUC  Security  Review 

9 

5.7 

23,063 

89,488 

43-2 

Cancelled 

- 

- 

44-2 

Water  Supply  and  Treatment  - Calaveras  Fault  Crossing 

3 

2.8 

193,036 

204,248 

45-2 

O'Shaughnessy  Dam  Discharge  Modifications 

6 

6.0 

28,304 

42,523 

46-2 

Water  Supply  and  Treatment  - Irvington  Tunnel  Bypass  Optioneering 

3 

2.8 

287,848 

311,241 

47-2 

Water  Supply  and  Treatment  - Bay  Division  Pipeline  Reliability 

3 

2.8 

250,712 

250,752 

48-2 

Baylands  Recovery  Project  at  the  Former  Peninsula  Sportsmen's  Club 

12 

12.0 

78,428 

100,000 

49-2 

Reliability  Program  Phase  III  - Facility  Evaluation  Support 

9 

9.0 

91,868 

91,891 

50-2 

Telsa  Portal/Thomas  Shaft  Facility  Optioneering 

3 

3.0 

49,846 

50,036 

51-2 

Crystal  Springs  Bypass  Tunnel  Preliminary  Engineering  Support 

3 

2.9 

195,049 

252,058 

52-2 

South  East  Water  Pollution  Control  Plant-Bldg.  840/860  Improvements 

15 

15.0 

61,948 

72,323 

Total 

135 

127.5 

$4,181,564 

$4,464,560 
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APPENDIX  B 


The  PUC’s  Evaluations  of  the  San  Francisco  Water  Alliance 
Completed  and  Interim  Task  Orders  1-30  for  Year  One  of  the  Agreement 
As  of  June  30,  2002 


Evaluation  Scores^ 


Task 

Descriotion 

Comoleted 

Oiialitv 

Adherence 

Adherenc 

Task 

Averaoe 

Invoiced 

Budaeted 

Order 

or 

of 

to  Project 

to  Project 

Manage- 

Evaluation 

Costs  As  of 

Cost  As  of 

Interim 

Work 

Schedule 

Budget 

ment 

Score 

June  30.  2002 

June  28.  2002 

1 

Interim  Insurance 

C 

3 

3 

3 

4 

3 

$251,198 

$251,198 

2 

Start-up  and  Team  Building 

C 

4 

2 

4 

3 

3 

71,668 

71,982 

3 

Program  Management  Office  Tasks* 

c 

3 

3 

4 

3 

3 

2.445.147 

2,460,000 

4 

Owner-Controlled  Insurance 
Program  Risk  Assessment 

c 

4 

2 

5 

4 

4 

12,187 

12,187 

5 

Capital  Improvement  Program 
10  Year  Plan* 

c 

4 

4 

4 

4 

4 

461,186 

461,500 

6 

Hetch  Hetchy  Project  / Chloramine 
Conversion  Proiect* 

c 

5 

5 

4 

5 

5 

413,841 

507,806 

7 

SFPUC  Facilities  Reliability  Program 
Phase  III 

c 

5 

5 

5 

5 

5 

5,765 

5,765 

8 

Millbrae  Admin.  Bldg.  Seismic 
Upgrade 

c 

3 

3 

3 

3 

3 

1,677 

1,677 

9 

Sunol  Valley  Water  Treatment  Plant 
Improvements  - Phase  1 

c 

3 

3 

4 

3 

3 

17,981 

17,981 

10 

Program  Manager  Support  for  1995B 
Sewer  Bond  Projects 

c 

3 

2 

3 

4 

3 

216,851 

218,500 

11 

Moccasin  Communication 

c 

4 

4 

4 

5 

4 

559 

559 

12 

Priest  Reservoir  Bypass 

c 

3 

3 

4 

3 

3 

2,904 

2,904 

13 

Estimating  for  Sewer  and  Sewer 
Systems  Contracts 

c 

3 

4 

4 

4 

4 

56,370 

74,600 

14 

Solids  Handling  Upgrade* 

c 

4 

3 

3 

3 

3 

303,156 

318,294 

15 

Cost  Estimating 

c 

3 

3 

3 

3 

3 

120,973 

120,973 

16 

Reliability  Program  Phase  III 

c 

5 

4 

5 

5 

5 

729,790 

904,602 

17 

SF  Water  Supervisory  Control  and 
Data  Acquisition  System 

c 

4 

3 

3 

2 

3 

24,830 

24,830 

18 

Crystal  Springs  Bypass  Conduit 

c 

5 

4 

5 

5 

5 

66,125 

67,000 

19 

Sunol  Valley  Water  Treatment 
Program 

c 

5 

3 

5 

5 

5 

22,619 

39,238 

20 

Intertie  Pipeline  and  Pump  Station 

c 

3 

2 

3 

3 

3 

170,175 

197,250 

21 

Program  Management  Services  - 
Staff  Training* 

c 

5 

5 

5 

5 

5 

126,772 

128,625 

22 

Project  Management  Services  - 
Project  Control  Support* 

c 

3 

3 

3 

3 

3 

178,293 

180,836 

23 

Program  Management  Information 
System  Monitor  and  Control* 

c 

2 

3 

3 

3 

3 

186,802 

194,794 

24 

Program  Management  Services  - 
Communication  and  Outreach* 

c 

2 

3 

3 

3 

3 

258,738 

263,711 

25 

Program  Management  Services  - 
Diversity  Program 

c 

1 

1 

2 

1 

1 

335,695 

366,936 

25 

Program  Management  Services  - 
Diversity  Program  (Revision  B) 

1 

4 

3 

3 

4 

4 

• 

26 

Cost  Estimating  Group  Training* 

c 

3 

3 

3 

3 

3 

117,769 

120,083 

27 

Sunol  Valley  Water  Treatment 
Program  - Phase  1 Improvement 

c 

4 

4 

4 

4 

4 

84,280 

102,602 

28 

Intertie  Pipeline  and  Pump  Station 

c 

3 

3 

3 

3 

3 

11,346 

50,000 

29 

Program  Management  Contract 

c 

4 

3 

4 

3 

4 

24,809 

24,975 

30 

Priest  Reservoir  Bypass*  .* 

c 

4 

4 

3 

4 

4 

48,032 

48,955 

Total 

$6,767,538 

$7,240,363 

Continued  on  next  page. 
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APPENDIX  B 


The  PUC’s  Evaluations  of  the  San  Francisco  Water  Alliance 
Completed  and  Interim  Task  Orders  31  - 40  for  Year  One  of  the  Agreement 
As  of  June  30,  2002 


Evaluation  Scores^ 


Task 

Descriotion 

ComolGted 

Oualitv 

Adherence 

Adherence 

Task 

Averaoe 

Invoiced 

Budoeted 

Order 

or 

of 

to  Project 

to  Project 

Manage- 

Evaluation 

Costs  As  of 

Cost  As  of 

Interim 

Work 

Schedule 

Budget 

Ment 

Score 

June  30,  2002 

June  28.  2002 

31 

Baylands  Recovery  Project 

C 

4 

4 

4 

4 

4 

120,314 

124,500 

32 

Water  Supply  & Treatment  Peninsula 

C 

5 

3 

4 

4 

4 

304,636 

374,712 

Improvement  Project 

33 

Program  Management  -Capital 

c 

5 

5 

5 

5 

5 

92,702 

99,158 

Improvement  Program  2000  Update^ 

34 

Priest  Reservoir  Bypass  Pipeline 

c 

4 

3 

3 

5 

4 

37,742 

37,261 

35 

Cancelled 

- 

- 

36 

Sludge  Conveyance  Review 

c 

4 

3 

3 

4 

4 

15,979 

26,824 

37 

Program  Management  - Scoping  of 

c 

3 

3 

3 

3 

3 

9,709 

10,000 

Regional  Water  Facilities  Planning^ 

38 

Lower  Crystal  Springs  Dam  Abutment 

c 

5 

5 

5 

5 

5 

17,405 

36,733 

Protection 

39 

A & B Projected  Spending^ 

c 

5 

2 

5 

4 

4 

28,676 

30,000 

40 

San  Joaquin  Pipe  Line  River 

c 

4 

3 

3 

4 

4 

1,596 

2,500 

Discharge  Improvements^, ^ 

Total 

$628,759 

$741,688 

^ 5=Excellent 
4=Exceeds  Requirements 
3=Meets  Requirements 
2=Needs  Improvement 
1 =Poor 

^ The  change  between  June  2002  invoiced  costs  compared  to  November  2001  invoiced  costs  as  shown  in  our  previous  audit 
report  is  due  to  final  billings  and  other  direct  costs  for  some  completed  tasks  not  received  by  the  PUC  until  after  November 
2001. 

3 According  to  the  PUC,  the  evaluation  rating  for  task  orders  30  and  40  also  changed  because  the  final  evaluations  were  not 
completed  by  November  2001. 
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This  page  intentionally  left  bla/iL 


SAN  FRANCISCO  PUBLIC  UTILITES  COMMISSION 
RESPONSE  TO  THE  AUDIT: 


SAN  Francisco  public  utilities  Comk 

1155  Market  Street,  1 T Floor  • San  Francisco,  California  ■ 94103 
Harlan  L.  Kelly  Jr.,  Assistant  General  Manager,  Infrastructure 


July  31,  2003 


Willie  L.  Brown,  Jr. 
Mayor 

E.  Dennis  Normandy 
President 

Ashok  Kumar  Bhatt 

Vice  President 

Ann  Moller  Caen 
Jeffrey  A.  Chen 
Robert  J.  Costello 

Patricia  E.  Martel 
General  Manager 


Mr.  Edward  Harrington 
Controller 

City  and  County  of  San  Francisco 
City  Hall,  Room  316 
San  Francisco,  CA  94102 

Subject:  Response  to  Audit  Number  02025,  San  Francisco  Water  Alliance 

(SFWA)  Contract  Fourth  Audit  Report 


Harlan  L.  Kelly,  Jr. 
Assistant  General  Manager, 
Infrastructure 


Dear  Mr.  Harrington: 

I am  attaching  our  responses  to  the  SFWA  Contract  Fourth  Audit  Report. 
Specifically,  we  are  responding  to  the  Audit  Highlights  found  on  page  3 of  the 
Summary  Section,  as  well  as  the  Recommendations  found  on  pages  19  and  20  of 
the  Audit  Results  Section. 


Please  know  that  we  very  much  appreciate  the  efforts  of  your  office  in  conducting 
this  critical  audit. 


If  you  have  questions  or  need  additional  information,  please  do  not  hesitate  to 
contact  me  at  (415)  554-0740. 


Sincerely, 


Attachments: 

1 . Response  to  Audit  Highlights 

2.  Response  to  Recommendations 
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WATER 

HETCM  HETCHY 
WATER  & POWER 
C1.EAN  Water 


WM1«L  Brown.  Jr. 


SAN  FRANCISCO  PUBLIC  UTILITIES  COMMISSION 

1155  hWVet  Stieol,  1 1"'  Floor  • San  Francisco.  Califomia  • 94103 
Harlan  L Kelly  Jr . Assistant  General  Manager.  Intrastnrcture 


Response  to  Audit  Highlights 

.\udit  Highlight  1 : The  PUC  concluded  that  the  (SFWA)  alliance  met 

requirements  in  performing  its  work. 


E.  Dennis  Normandy 
President 


Response  not  required. 


Audit  Highlight  2:  The  alliance  did  not  alw'ays  comply  with  payment 

provisions,  and  the  PUC  was  slow  in  paying  the  alliance. 


Ann  Mo«er  Caen 
Jeltrey  A Chen 
Robert  J.  Costello 

Patricia  E Martel 
General  Manager 


Harlan  L.  Kelly.  Jr. 
Assistant  General  Manager. 
Infrastructure 


Response:  The  PUC  can  pay  satisfactory  invoices  in  a timely  manner. 
However,  when  the  invoices  are  submitted  with  errors  such  as  wrong  billing 
rates,  in-house  staff  must  take  time  to  make  corrections  and  calculations.  In 
addition,  other  direct  charges  are  often  submitted  without  prior  approvals. 
The  PUC  pays  the  correct  portion  of  the  invoice  promptly  and  only 
withholds  the  incorrect  portions. 


Audit  Highlight  3:  The  alliance  made  some  errors  in  billing  the  PUC. 


Response:  The  PUC  team  has  added  an  1824  Principal  Administrative 
Analyst  to  the  Contracts  staff  to  review  all  alliance  invoices.  When  the 
PUC  receives  the  final  invoice  from  the  SFWA,  which  is  expected  to  be  in  6 
to  8 months,  payment  will  be  adjusted  for  previous  errors. 

Audit  Highlight  4:  The  alliance  exceeded  the  maximum  allowed  in  giving 

labor  rate  raises  to  employees. 


Response:  The  PUC  will  enforce  the  contractual  terms  and  recover  any 
money  owed  to  the  PUC. 

Audit  Highlight  5:  The  PUC  paid  improperly  four  subconsultants  at  fixed 
rates,  instead  of  direct  labor  charges. 


Response:  PUC  and  the  consulting  staff  are  working  to  clarify  the  terms  of 
the  contract  regarding  fixed  rates  with  help  from  our  in-house  audit  team  and 
the  City  Attorney’s  office.  The  Contract  may  be  amended  so  that  some 
subconsultants  could  be  paid  at  fixed  rates  pending  the  outcome  of  these 
discussions.  Upon  clarification  of  the  contract,  the  PUC  will  recover  any 
money  owed  to  the  PUC. 
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Response  to  Audit  Highlights 
July  31, 2003 
Page  2 of  2 


Audit  Highlight  6:  The  PUC  has  not  approved  payments  for  other  direct 
charges. 

No  response  required. 

Audit  Highlight  7;  The  PUC  paid  the  performance  fee  based  on  billed  rather 
than  paid  invoices. 

Response:  The  PUC  will  correct  this  error  and  the  adjustment  will  be  reflected 
in  the  fmal  SFWA  invoice. 

Audit  Highlight  8;  The  alliance  used  incorrect  provisional  overhead  rates 
rather  than  actual  overhead  rates. 

Response:  The  PUC’s  in-house  audit  team  will  adjust  all  overhead  payments 
and  the  adjustments  will  be  reflected  in  the  payment  of  the  fmal  SFWA  invoice. 

Audit  Highlight  9:  The  PUC  needs  to  resolve  all  outstanding  issues  and 
determine  the  final  payment  due  to  or  owed  from  the  alliance. 

Response:  When  the  final  SFWA  invoice  is  submitted,  PUC  staff  will  careftiUy 
review  and  reconcile  invoiced  amounts  and  paid  amounts,  and  ensure  that  the 
final  payment  to  the  alliance  concludes  all  financial  business  with  respect  to  this 
contract. 


I 


WATER 

HETCM  HETCHY 
WATER  & POWER 
CLEAN  Water 


WWt*  L Brown.  Jr. 
MAYOR 

E.  0*nn«a  Normandy 
PoMidonl 


San  Francisco  public  utilities  Commission 

1155  Matkol  Stroot  O'  Fkxx  • San  Francisco.  California  •04103 
Harlan  L Kaly  Jr..  Assistant  General  Manager.  Infrastnicture 


Response  to  Recommendations 

Recommendation  1 : Review  the  billing  rates  for  invoices  to  identify  payroll 
errors  made  by  the  alliance  or  its  subconsultants  so  that  it  can  ensure  that 
the  alliance  and  its  subconsultants  billed  the  proper  rates  for  their 
employees.  The  PUC  should  adjust  its  final  payment  to  the  alliance  to  correct 
any  payment  errors. 


Athok  Kumar  Bhatt 
Vies  PivsidonI 

Ann  Mollsr  Caan 
Jafirsy  A.  Chan 
Robart  J.  Costallo 

Patricia  E.  Marlal 
Ganarai  Manager 

Harlan  L Kelly.  Jr 
Assistant  General  Manager. 
Intrastfucture 


Response;  The  PUC  team  has  added  an  1 824  Principal  Administrative 
Analyst  to  the  Contracts  staff  to  review  all  Alliance  and  WIP  invoices.  Wlten 
the  PUC  receives  the  final  invoice  from  the  SFWA,  the  payment  will  be 
adjusted  for  previous  errors. 

Recommendation  2:  Review  invoices  to  determine  the  amounts  the  PUC 
overpaid,  as  a result  of  some  subconsultant  staff  being  awarded  salary  raises 
that  exceeded  the  allowable  change  in  the  CPI  for  SF  Bay  Area,  was  required 
by  the  agreement.  It  should  recover  any  amounts  overpaid  to  the  alliance  and 
its  subconsultants. 


Response:  The  PUC  will  enforce  the  contractual  terms  and  recover  any 
money  due  to  the  PUC  during  processing  of  the  final  SFWA  invoice. 

Recommendation  3:  Determine  whether  it  will  allow  some  subconsultants  to  be 
paid  a fixed  rate  and  if  so,  it  should  amend  the  agreement  and  develop  >vritten 
criteria  for  tliis  practice. 

Response;  The  PUC  and  the  consulting  staff  are  working  to  clarify  the  terms 
of  the  contract  regarding  fixed  rates  with  help  from  our  in-house  audit  team 
and  the  City  Attorney’s  office.  The  Contract  may  be  amended  so  that  some 
subconsultants  may  be  paid  at  fixed  rates  pending  the  outcome  of  these 
discussions.  Upon  clarification  of  the  contract,  tlie  PUC  will  recover  any 
money  owed  to  the  PUC. 

Recommendation  4;  Recover  the  amount  it  paid  in  overhead  that  one  of  the 
subconsultants  inappropriately  applied  to  the  fee  the  subconsultant  paid  to 
an  independent  contractor. 


Response:  PUC  will  pursue  and  correct  the  inappropriately  applied  fee  from 
the  subconsultant  and  recover  money  due  to  the  PUC  diuing  processing  of  the 
final  SFWA  invoice. 
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Response  to  Recommendations 
July  31,  2003 
Page  2 of  2 


Recommendation  5:  Determine  the  method  by  which  the  alliance’s  final 
performance  fee  will  be  calculated  to  ensure  that  the  alliance  includes  the  correct 
calculation  in  its  final  invoice. 

Response:  The  PUC  will  calculate  the  performance  fee  for  the  final  2.5  months 
and  pay  the  final  SFWA  invoice  accordingly  per  the  contract  provisions. 

Recommendation  6:  Recover  the  performance  fee  paid  to  the  alliance  for  the  work 
performed  by  the  fixed  rate  consultant. 

Response:  The  performance  fee  invoiced  was  an  eiTor  on  the  alliance’s  part  and 
the  PUC  will  recover  this  amount  during  the  processing  of  the  final  SFWA 
invoice. 

Recommendation  7:  Obtain  overhead  audits  for  two  of  the  prime  consultants 
and  for  any  subconsultants  not  previously  reviewed  by  Bechtel.  Once  the  PUC 
has  all  the  actual  overhead  rates,  it  should  adjust  all  overhead  payments  made  to 
the  alliance  in  the  first  year  of  the  agreement. 

Response:  The  prime  consultants  have  indicated  that  Year  2 OH  rates  will  not  be 
available  for  another  6-8  months.  The  final  payment  will  be  made  once 
information  is  obtained  and  this  adjustment  made.  The  PUC’s  in-house  audit 
team  will  adjust  all  overhead  payments  for  the  first  year  of  the  agreement. 

Recommendation  8:  Obtain  overhead  audits  for  the  three  prime  consultants  and 
subconsultants  for  the  second  year  of  the  agreement.  Once  the  PUC  has  all  the 
actual  overhead  rates,  it  should  adjust  all  overhead  payments  made  to  the 
alliance  in  the  second  year  of  the  agreement. 

See  response  to  Recommendation  7. 

Recommendation  9:  Resolve  all  outstanding  issues  and  require  the  alliance  to 
provide  the  PUC  with  a complete  and  final  invoice  for  the  alliance’s  charges, 
including  detailed  reconciliation  showing  previous  amounts  invoiced  and  final 
amounts  billed.  The  PUC  should  carefully  review  the  invoice  and  reconciliation 
to  ensure  the  calculations  are  correct  before  making  its  final  payment  to  the 
alliance. 

Response:  PUC  staff  will  carefully  review  and  reconcile  invoiced  amounts,  paid 
amounts,  and  ensure  that  the  final  payment  to  the  alliance  concludes  all  financial 
business  with  respect  to  this  contract. 
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SAN  FRANCISCO  WATER  ALLIANCE 
RESPONSE  TO  THE  AUDIT: 


July  24, 2003 


Mr.  Ed  Harrington,  Controller 
City  Hall,  Room  316 
1 Dr.  Carlton  B.  Goodlett  Place 
San  Francisco,  C A 94102 

Subject:  Audit  Number  02025 

Public  Utilities  Commission  Agreement  with 
The  San  Francisco  Water  Alliance 

This  is  in  response  to  the  draft  report  of  the  fourth  review  of  the  Public  Utilities 
Commission  agreement  with  the  San  Francisco  Water  Alliance  for  professional  services. 
Responses  are  in  order  of  the  subheadings  of  the  main  body  of  the  di'aft  report. 

The  Alliance  did  not  always  comply  with  the  Agreements  compensation  provisions 

Bechtel’s  Response  to  first  paraaaph 

In  Appendix  D of  the  Agreement  between  PUC  and  the  Alliance  the  firms  performing  on 
the  project  are  named,  i.e.  the  members  of  the  Water  Alliance  joint  venture  and  its 
subconsultants.  We  have  complied  fully  to  the  contract  intent  and  commitment  as 
specified  below. 

• It  is  clearly  stipulated  how  these  named  companies  will  invoice  and  use  their 
actual  salaries  together  with  multipliers  and  overhead  rates.  We  have 
followed  these  contract  requirements. 

• It  does  not  state  that  these  conditions  must  apply  to  all  subcontracts  entered 
into  subsequent  to  the  initial  execution  of  the  Agreement  and  formation  of  the 
team. 

Article  33  of  the  Agreement  entitled  “Subcontracting”  only  stipulates  that 
Consultant  is  prohibited  from  subcontracting  unless  such  subcontracting  is 
first  approved  by  the  City  in  writing.  It  does  not  stipulate  that  subcontracts 
must  use  fixed  unit  rates  or  even  be  lump  sums. 


Bechtel  Infrastructure  Corporation  soseaiestreet  manmg »ddr«s p.o. 

San  Francisco,  CA  94105-1895  USA  San  Francisco,  CA  9. 

* Controller’s  Audits  Division  comments  on  Bechtel’s  response  is  on  page  35. 


(D* 


Box  193965 
II 19-3965  USA 
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The  subcontracts  in  question  were  all  entered  into  after  the  start  of  the  job  and  consent 
was  obtained  from  the  City.  In  fact  in  some  of  the  instances  the  City  provided  direction 
to  the  Consultant  to  obtain  the  services  of  the  subconsultant  and  even  quoted  the  rate. 

The  Alliance  in  each  instance  documented  the  circumstances  and  validated  the  price 
reasonableness.  In  one  instance  where  the  consultant  had  published  rates,  the  Alliance 
managed  to  obtain  agreement  to  invoice  at  the  maximum  amount  allowed  under  the 
Agreement  which  was  far  below  their  published  price. 

Bechtel’s  Response  to  second  paragraph 

The  Alliance  provided  correct  billings  for  all  its  subconsulants  except  the  billing  of 
overhead  for  an  independent  contractor  hired  by  a subconsultant  was  in  error  and  the 
subconsultant  in  question  will  be  issuing  a credit  to  the  City  for  $2,434,88  + 7% 
Management  Fee  from  November  2001  to  June  2002.  Bechtel  suggests  that  Water 
Infrastructure  Partners  (WIP)  review  inception-to-date  billings  from  this  independent 
contractor  to  see  if  a further  credit  to  the  City  is  due. 

The  issue  of  the  disputed  ODCs  was  settled  on  July  1 6,  2002.  0 

Approved  overhead  rates  for  Bechtel  were  published  at  the  end  of  July  2002.  Until  such 
agreement  is  reached,  Bechtel  must  use  its  disclosed  billing  rates  for  its  invoices.  The 
Agreement,  after  the  completion  of  the  first  year  in  September  2001,  was  only  renewed 
one  month  at  a time  and  then  Bechtel  was  told  that  the  Agreement  would  be  ending  in 
March  2002.  Due  to  the  fact  approved  rates  were  not  available  until  July  2002  these  new 
July  rates  could  not  have  been  used.  As  part  of  the  final  project  closeout  and  consistent 
with  our  practices,  Bechtel  will  provide  the  appropriate  rates  and  issue  final  invoices. 

WIP  will  need  to  aiTange  for  the  other  members  of  the  team  to  also  issue  rebills. 

Some  of  the  Alliance  Members  Incorrectly  Adjusted  Their  Labor  Rates 

Bechtel’s  Response 

Bechtel  believes  that  all  subconsultants  adjusted  their  labor  rates  correctly  except  one. 

WIP  needs  to  request  that  the  subconsultant  issue  corrected  invoices. 

Sverdrup  had  made  an  inadvertent  mistake  in  its  proposal,  also  reflected  in  the  contract, 
in  quoting  (or  possibly  a typo)  P.  Peterson’s  rate  as  $62.76  when  it  should  have  been  Q) 
$66.5 1 as  shown  on  payroll  registers.  Therefore  the  increase  was  within  the  5%  limit. 
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The  PUC Improperly  Paid  Some  Subconsultants  at  Rates  Not  Specifically  Allowed  by 
the  Agreement 

BechteFs  comment 

In  Appendix  D of  the  Agreement  between  PUC  and  the  Alliance  the  firms  performing  on 
the  project  are  named,  i.e.  the  members  of  the  Water  Alliance  joint  venture  and  its 
subconsultants.  We  have  complied  fully  to  the  contract  intent  and  commitment  as 
specified  below. 

• It  is  clearly  stipulated  how  these  named  companies  will  invoice  and  use  their 
actual  salaries  together  with  multipliers  and  overhead  rates.  We  have 
followed  these  contract  requirements. 

• It  does  not  state  that  these  conditions  must  apply  to  all  subcontracts  entered 
into  subsequent  to  the  initial  execution  of  the  Agreement  and  formation  of  the 
team. 

Article  33  of  the  Agreement  entitled  “Subcontracting”  only  stipulates  that 
Consultant  is  prohibited  from  subcontracting  unless  such  subcontracting  is 
first  approved  by  the  City  in  writing.  It  does  not  stipulate  that  subcontracts 
must  use  fixed  unit  rates  or  even  be  lump  sums. 

Payroll  registers  are  not  required  for  fixed  rates  contracts.  Only  time  cards  to  verily  the 
hours  worked  are  required. 

The  Alliance  Did  Not  Properly  Support  Some  Other  Direct  Charges 
BechtePs  Response 

Bechtel  has  reviewed  the  matter  and  concurs  that  a credit  of  $967  is  due  to  PUC. 

The  PUC  Has  Not  Monitored  Closely  the  Performance  Fees  Paid  to  the  Alliance 
BechtePs  Comment 

The  PUC  generally  monitored  the  Performance  Fees  paid  to  the  Alliance  closely  except 
in  one  instance.  The  WIP  should  agree  that  the  performance  fee  paid  to  the  Alliance  for 
the  work  performed  by  the  fixed  rate  subconsultants  should  be  recovered.  Bechtel  will 
issue  a credit  for  $1,051.43  and  WIP  needs  to  arrange  a credit  from  Jefferson  for 
$6,284.56. 


The  Alliance  Members  Did  Not  Adjust  Their  Overhead  Rates  to  Recommended  Rates 
Bechtel’s  Response 

We  refer  to  the  Alliance  letter  dated  April  8,  2002  to  Mr.  Harrington  which  states: 

“We  appreciate  the  fact  that  you  have  agreed  with  our  position  regarding  the  satisfactory 
completion  of  the  audit  of  overhead  fees  carried  out  by  Bechtel  Infrastructure 
Corporation  (BIMFRA)  in  line  with  the  terms  of  our  contract.  The  SFPUC  staff  member 
who  audited  tlie  process  concluded  that  the  review  procedures  performed  by  Bechtel’s 
internal  audit  department  appear  adequate  and  that  they  properly  support  the  report’s 
information.  As  you  have  noted  BfNFRA  performed  this  task  at  no  cost  to  the  SFPUC.” 

Approved  overhead  rates  for  Bechtel  were  published  at  the  end  of  July  2002.  Until  such 
agreement  is  reached,  Bechtel  must  use  its  disclosed  billing  rates  for  its  invoices.  The 
Agreement,  after  the  completion  of  the  first  year  in  September  2001,  was  only  renewed 
one  month  at  a time  and  then  Bechtel  was  told  that  the  Agrement  would  be  ending  in 
March  2002.  Due  to  the  fact  approved  rates  were  not  available  until  July  these  new  July 
rates  could  not  have  been  used.  As  part  of  the  final  project  closeout  and  consistent  vvdth 
our  practices,  Bechtel  will  provide  the  appropriate  rates  and  issue  final  invoices.  WIP 
will  need  to  arrange  for  the  other  members  of  the  team  to  also  reissue  rebills. 

We  appreciate  the  opportunity  of  providing  our  comments  to  your  draft  report  and  look 
forward  to  resolving  any  outstanding  matter  with  the  PUC. 

Please  do  not  hesitate  to  contact  Mina  Askari  at  415  768-1223  if  you  have  any  questions. 


Bechtel  Infrastructure  Corporation 
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CONTROLLER’S  AUDITS  DIVISION  COMMENTS  ON  THE  RESPONSE 
FROM  BECHTEL  INFRASTRUCTURE  CORPORATION: 


To  provide  clarity  and  perspective,  we  are  commenting  on  the  response  to  our  audit 
report  from  Bechtel  Infrastructure  Corporation  (Bechtel).  The  following  numbered 
responses  correspond  to  the  numbers  we  have  placed  in  Bechtel’s  response. 

We  disagree.  Bechtel  is  citing  the  incorrect  provision  of  the  agreement.  Article  33  does 
® not  address  payment  provisions.  Appendix  D,  Financial  Terms  and  Conditions, 

specifically  states  that  direct  labor  charges  are  to  be  limited  to  actual  salaries.  As  we  state 
in  the  report,  the  agreement  does  not  make  reference  to  other  methods  of  payment. 

While  Bechtel  asserts  the  issue  of  disputed  ODCs  was  settled  in  July  2002,  it  did  not 
provide  the  PUC  documentation  to  support  its  disputed  ODCs  until  the  end  of  2002. 

® Furthermore,  the  issue  still  remains  that  the  alliance  did  not  always  obtain  prior  approval 

for  incurring  other  direct  charges  and  the  PUC  did  not  approve  payments  until  it  received 
supporting  documentation  for  some  other  direct  charges  that  the  alliance  incurred. 

0 Bechtel  has  not  provided  any  information  for  us  to  change  our  conclusion  that  two  joint 

venture  partners  and  two  subconsultants  exceeded  the  maximum  payroll  adjustment. 


cc:  Mayor 

Board  of  Supervisors 
Civil  Grand  Jury 
Budget  Analyst 
Public  Library 
KPMG  LLP 
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